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AUSTRALIAN KEY ECONOMIC INDICATORS 


All values in US$million 
CY77 cY78 cy79 Percentage 
Change 
Exchange Rate: US$1.00 = A$ 0.876 0.869 0.905 CY78 to CY79 
INCOME, PRODUCTION, EMPLOYMENT 
GDP at current prices 98,722 109,708 119,144* 13.1* 
GDP at constant FY 75 prices 98,683 110,101 109,210* 
Per capita GDP, current prices $ 6,952 7,656 8,264* 
Plant and equipment investment 7,199 9,079 9,704 
Household Disposable Income 68,546 77,979 77,122* 
Industrial Production Index FY64=100 156 163 175% 
Weekly Wage Rate Index 1954=100 527.9 569 .6 588. 8* 
Average Weekly Earnings (Males) $ 242.58 262.60 274.03 
Labor Force ('000) 6,179.0 6,538.7 6,646.8 
Unemployment Rate (Percent) 6.9 Dad Fae 


MONEY AND PRICES 
Money Supply (M3) 44,234 49,281 52,813 
Interest Rates 
Savings Bank Deposit Rate 9.68 8.81 10.37 
Commercial Bank Overdraft Rate 10.50 10.50 10.50 
Consumer Price Index 1966/67=100 239.5 258.0 283.9 
Wholesale Price Index 1968/69=100 212.4 233.6 2i2c2 
Retail Sales Current Prices 22,552 28,612 30,200 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserves 3,058 3,343 4,849 
Balance of Payments (net monetary 
movements) -1,130 -141.5 -682 
Trade Balance 2157 304 2,115 
Exports, FOB 13,756 14,489 18,468 
U.S. Share 1,263 1,643 2,200 
U.S. Share 9.2 Fog 11.9 
Imports, FOB 12,598 14,185 16,354 
U.S. Share 2,605 3,156 3,844 
U.S. Share 20.7 Fe 23.5 


PRINCIPAL U.S. EXPORTS TO AUSTRALIA: Aircraft ($277), Automatic data 
processing equipment, parts and accessories ($171), and car parts and 
accessories ($70). 


PRINCIPAL U.S. IMPORTS FROM AUSTRALIA: Beef ($987), alumina ($375), and rock 
lobster tails ($62). 


Sources: Australian Government Publications and Australian Bureau of Statistics. 


* Unofficial Estimates 


lpercent changes calculated in Australian dollars. 
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SUMMARY 


Australia's economy recorded a modest growth in 1979 spurred by a gain 
in industrial output and continued prosperity in the rural sector. 
Demand remained somewhat subdued while the employment situation 
stabilized. Consumption expenditure may revive in the early part of 
1980, but prospects for any significant inroads into the nation's 
relatively high unemployment rate seem very dim. The rate of inflation 
reached 10 percent in 1979, and it is expected to remain at about that 
level through 1980. Strong international demand for Australia's basic 
commodity exports gave a big boost to the nation's foreign exchange 
earnings, and the trade balance recorded considerable improvement. 

This reduced the almost chronic current account deficit and partly 
offset a large capital outflow in the closing months of 1979. 

Expected high export levels through much of 1980 will likely provide 

a favorable trade balance sufficient to keep the current account within 
manageable proportions. Australia's potential as an energy exporter 
has given rise to considerable optimism regarding the country's economic 
prospects for the coming decade. Plans for development of energy and 
mineral resources provide attractive prospects for U.S. investors. 
These same plans plus the relatively high income level enjoyed by 
Australian workers open numerous opportunities for direct sale of U.S. 
goods and services to Australia. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Mixed Indicators 


Australia's economic indicators from 1979 present a rather mixed 
picture. There were strong output figures, but there was continued 
weakness on the demand side; employment stabilized, but the rate of 
inflation increased. The economy concluded the year on a comparatively 
high note. Most of the leading indicators such as employment, 
production, government income and export earnings were much higher at 
the end of 1979 than they were a year earlier. However, it is not at 
all certain that the economic momentum generated at the close of the 
year will be sufficient to influence the nation's performance through 
much of 1980. 


Overall GDP growth for calendar year 1979 is estimated at 3.3 percent 
as compared with 3.4 percent in 1978. Nonfarm GDP also expanded at 
roughly the same pace in 1979 as it did in 1978, 2.7 percent in 1979 
as against 2.8 percent in 1978. Nonfarm GDP growth for the financial 
year 1979-80, ending June 30, 1980, is expected to exceed 3 percent. 
This compares with a 2.8 percent growth in 1978-79. 


Production 
Australia's industrial output in 1979 scored a considerable gain over 


the previous year. The nation's industrial production index rose 
seven percent in the twelve months to December 1979. Of 32 major 





indicators of production compiled by the Australian Bureau of 
Statistics, 24 were higher at the end of 1979 than they were in 1978. 
In 15 cases the increase in volume was in excess of 10 percent. Over 
the year to December, output rose in 21 industries and fell in 10. 
There was also a substantial increase in the export of manufactured 
goods indicating that Australia's industrial sector may be regaining 
a competitive position on world markets. 


A weakness in demand which became more marked toward the end of 1979 
may lower industrial output figures for the early months of 1980. 
However, the demand for manufactured goods is expected to be buoyed up 
by an increase in investment and output should recover in the second 
half of the year. A recent industrial survey indicated the rate of 
increase in manufacturing activity eased during the first quarter of 
1980, but companies expected to expand activities in the coming three 
months. The survey also reported a decline in excess capacity with 
nearly half the manufacturers surveyed working at full rate. Thus, 

a lack of capacity was regarded as nearly as great a constraint on 
increased production as was the lack of new orders. 


Minerals 


The minerals and energy sector continued to show improvement in 1979 
with increasing overseas demand for Australian steaming coal. Iron 
ore and coal export levels continue to be buoyant sectors of the 
mining industry. Base metals face the prospect of depressed demand 
due to the downturn in the world economy. The outlook for the energy 
sector is particularly promising and will likely continue to be so 
despite any further deterioration of world economic conditions. 


Construction 


Both new housing and private non-dwelling construction were relatively 
subdued in 1979. While the present outlook for private dwelling 
construction anticipates only marginal improvement during 1980, there 

is considerable optimism regarding business construction. A government 
survey of business in the nonmining, nonmanufacturing sector showed that 
the firms expected their spending on building and construction to be 
$730 million in the first half of 1980 whereas they had anticipated 
spending only $620 million for the first half of 1979. The survey 

seems to confirm growing reports of a shortage of office space 

emerging in Australia's main cities, particularly in Sydney and 
Brisbane. Thus, 1980 could witness the beginning of a minor construction 
boom in Australia. 


Rural Conditions 


Australia's rural sector has been enjoying boom conditions for the 
past two years. The nation has just recorded its second consecutive 





bumper grain harvest. The wheat harvest for 1979-80, now estimated at 
15.8 million metric tons, is the second largest on record, exceeded only 
by that recorded in the 1978-79 crop year. Export prices for beef, 

lamb and wool have also been at record high levels. Gross value of 

farm production for 1979-80 is expected to be about 10 percent above 

the level of 1978-79. In 1979 net farm income climbed by a gigantic 

76 percent over 1978. The spin-off from this rural prosperity has 
served to buoy up other sectors of the economy. 


The excellent seasonal conditions which produced two consecutive 
bumper crops cannot necessarily be depended upon to continue for the 
third year running. Already there are indications of serious drought 
conditions in eastern Australia, particularly New South Wales. These 
conditions have led to forced sale of livestock thus depressing market 
prices, and present sub soil moisture conditions do not augur well for 
another record grain harvest. However, international demand for 
Australia's agricultural exports remains rather strong. There is a 
backlog of unshipped grain and a ready supply of meat and other 
agricultural products for export. Thus, farm output should continue 
to gather substantial foreign exchange earnings through much of 1980, 
and the value of agricultural exports is forecast to rise by almost 

40 percent. 


Consumption 


Consumer demand was relatively weak in 1979, particularly in the 
closing months. According to preliminary statistics, retail sales 
adjusted for price increases fell by an estimated 0.4 percent in 1979 
compared with an increase of 1.7 percent in 1978. Registration of new 
motor vehicles increased by 2.3 percent over the previous year, but 
this masks a large downturn in registrations toward the end of the year. 
In seasonally adjusted terms, registrations of new vehicles in 

December 1979 were lower than in any month since November 1975. Total 
consumption spending increased by about 1.8 percent in 1979 as compared 
with a rise of 3.0 percent in 1978. 


The weakness of consumption spending was perhaps a reflection of the 
very moderate growth in income. Although real household disposable 
income rose by an estimated three percent in 1979, much of this growth 
was due to the recovery in farm incomes. While this rural income had 
some positive influence on spending patterns, much of it was allocated 
to debt repayment and savings. The savings ratio rose from an already 
high 15.5 percent in 1978 to 16.5 percent in 1979. 


For the coming year, there is some prospect for increased consumer 
spending. The removal of a personal income tax surcharge on December l, 
1979, coupled with a 4.5 percent national wage increase based on 
indexation should boost disnosable income in the early months of 1980. 
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The continuing relatively high rural incomes should also exert a 
positive influence on spending. However, inflation could well eat 
into these income gains by the second half of the year. 


Prices 


Australia's Consumer Price Index stood ten percent higher at the end of 
1979 than it was a year earlier. This compares with a 7.8 percent rise 
in 1978, and marked the reversal of a downward trend in the rate of 
inflation that had prevailed since 1975. As control of inflation has 
been the main pillar of the Australian government's economic policy for 
the past several years, this return to a double digit level of 
inflation came as a bitter but expected disappointment to government 
financial planners. Government officials, however, took solace in the 
fact that Australia's rate of inflation is comparatively low by present 
world standards. By way of comparison, the OECD average inflation rate 
is 14.2 percent for its European members and 12.7 percent for the full 
body. 


Increased food and transport costs, the latter reflecting petroleum 
price increases, were mainly responsible for much of the upward pressure 
on prices over the course of 1979. These factors are expected to 
continue to have an adverse impact on prices through much of 1980. The 
latest oil price increases were not reflected in the December Consumer 
Price Index, but should be felt in the market in the first two 

quarters of 1980. There may be some easing of food prices, particularly 
for meat products by the latter part of the year. It is generally felt 
by most observers that barring further adverse external influences, 
Australia's rate of inflation may peak at between 10 and 11 percent 
about mid-year and then perhaps record a marginal decline. The end 
result is that the tempo of price increases may not accelerate during 
1980, but neither will it decline. Thus, for the year as a whole, the 
rate of inflation is expected to be roughly the same, 10 percent, 

as it was in 1979. However, the continuing increase in the cost of 
living could lead to a buildup of pressure from unions for another 
round of pay increases. This would in turn create greater upward 
momentum for prices and could perhaps lead to another round of labor 
stoppages. 


Labor and Employment 


A disturbing feature of Australia's labor market is the loss of 
production caused by industrial disputes. In 1979 about four million 
working days were lost due to work stoppages. This compares with 
2.1 million days lost the previous year, but it is still lower than 
the record 6.3 million days lost in 1974. 


Australia's employment situation stabilized in 1979. The number of 
employed persons at the end of December 1979 was two percent higher 
than a year earlier, and total employment in the three months ended 
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January 1980 was 2.3 percent higher than in the corresponding three 
months a year earlier. This marginal rise in employment appears to 
have been spread across all sections of the workforce. In addition, 
February 1980 marked the fourth consecutive month in which the 
unemployment rate was below the level of a year earlier. Nevertheless 
the rate of unemployment continues to hover near seven percent, and 
there are no immediate prospects for significant improvement. There 
are a number of pessimistic factors overhanging the employment situa- 
tion for 1980. Although unemployment has traditionally been 
concentrated among youths seeking their first job, there has been a 
disturbing increase in the number of unemployed adult males over the 
past several months. In addition, during 1979, the average duration 
of unemployment increased by three weeks to 28.1 weeks suggesting 

the development of a hard-core unemployed sector. The Australian 
economy will have to expand at a much faster rate than presently 
envisaged if it is merely to absorb the natural increase in the 
workforce. On the other hand, there is an acute shortage of skilled 
workers and this shortage is likely to become more pronounced as 
resource development projects (see below) are implemented. 


Trade and Balance of Payments 


Australia's external sector recorded a vast improvement over the 
course of 1979. International demand for the country's basic agricul- 


tural and mineral exports strengthened from month to month during the 
year. Overseas sales of these commodities plus a slight increase in 
manufactured goods caused the value of Australia's exports to jump by 
nearly 33 percent in 1979. Imports also grew mainly in capital goods, 
particularly those destined for the minerals sector, but at a lesser 
rate of 20 percent for the year. Thus, the excess of exports over 
imports climbed from $229 million in 1978 to $1,732 million in 1979. 
External demand for Australia's basic commodity exports has remained 
strong during the early months of 1980. However, a further downturn 
in the economies of Australia's industrial trading partners may reduce 
demand for many of the nation's vital mineral exports. 


The improved trade position and the absence of any marked deterioration 
in the traditional deficit in the invisibles account brought about a 
significant improvement in Australia's almost chronic current account 
deficit over the course of the year. This deficit fell from $730 
million in the first quarter of 1979 to $93 million in the final 
quarter, yielding a cumulative deficit of $2,029 million for the year 
as a whole. This compares favorably with the annual current account 
deficit of $2,592 million in 1977 and $3,730 million in 1978. The 
expected high export levels through the early quarters of 1980 will 
likely provide a trade balance sufficient to keep the current account 
deficit within manageable proportions. 





Although the improvement in the current account in 1979 exceeded most 
expectations, the capital account was a disappointment. The 
Australian Government budget document released in August 1979 antici- 
pated that private capital inflows would continue to be strong through 
the remainder of the year. Instead, largely as a result of rising 
interest rates abroad, there was a heavy capital drain in the final 
quarter of 1979. As a result the deficit for the year on trade and 
private capital transactions reached $1,134. The overall balance of 
payments deficit for 1979 including government transactions was 

$682 million compared with a deficit of $141.5 million in 1978. 


Despite the balance of payments deficit in 1979, the value of 
Australia's gold and foreign exchange rose between December 31, 1978, 
and December 31, 1979. This was due to revaluation of the nation's 
gold holdings. 


Atmosphere of Optimism 


Despite the continuing high inflation and unemployment levels, an 
atmosphere of optimism regarding the country's medium and long-term 
economic prospects has begun to emerge in many circles in Australia. 
This optimism is not necessarily based on statistical evidence, 

although the prevailing high prices commanded by Australia's basic 
agricultural and mineral products have no doubt contributed much to that 
feeling. Perhaps the optimism is largely based on a belief that iz. an 
energy-short world, Australia, as a net energy exporter, cannot help but 
prosper over the coming decade. This belief is not entirely without 
foundation. 


The country, which is almost 70 percent self-sufficient in petroleum, 
boasts huge exportable reserves of coal, uranium and natural gas. 
Australia's energy exports should expand rapidly as industrialized 
countries move to reduce dependence on oil. Australia could surpass 
the U.S. to become the world's leading coal exporter by the mid-1980's. 
Recent price rises for steaming coal plus an increasing volume of new 
contracts for the commodity being signed with a broad spectrum of 
foreign buyers provide ample evidence of the growing demand for this 
energy fuel. The establishment of the North West Shelf Project opens 
the way for liquid natural gas exports to Japan, and uranium exports 
can also be expected to rise as large deposits are brought into 
production in the early 1980's. 


These resources should also attract energy intensive industry to 
Australia. Presently there are firm plans to establish four new 
aluminum smelters and to expand existing smelters. Australian 
aluminum smelting capacity will rise from a current 260,000 to 1.4 
million tons a year by the mid-1980's. Other mineral and resource 
investments are planned for Australia in the 1980's with as much as 
$14.5 billion worth of new projects already firmly in the pipeline. 





IMPLICATIONS FOR THE UNITED STATES 


Investment 


The projects and plans described above will require massive funding 
from abroad. Making the broad assumption that the proposed develop- 
ments take place over a ten-year period, we estimate that some $30 
billion (in 1980 dollars) must be raised overseas--an average of 

$3 billion per year. A good deal of this funding is expected to come 
from the United States. Thus, U.S. financing institutions and U.S. 
investors should find Australia a most attractive site for loans and 
investments. The Australian Government openly welcomes new foreign 
investment. The government's financial policies, the nation's stable 
political system, and the respect for contractual obligation combine 
to provide added incentive for investment. 


Extractive and energy intensive industries will likely offer the 
greatest attraction for U.S. investors in Australia. However, 
considerable funds will also be required to finance associated infra- 
structure, increase electricity generating capacity, and to meet the 
needs of the expanding service industries and the restructuring of the 
manufacturing sector. 


Exports 


The optimistic assessment for a revival of commercial building 
activity in the coming year plus the vast investment in mining and 
infrastructure needed to bring Australia's energy potential on line 
create an ‘excellent opportunity for U.S. exports of mining, excavation, 
and construction machinery. A recent study on the potential to expand 
U.S. exports to Australia gave these products the highest ratings 
among the categories reviewed. Other high ratings went to computers, 
metal working equipment, pumps, valves, compressors, aircraft, 
instrumentation, and automotive parts and accessories. The survey also 
found that by 1982-83 there will be favorable prospects for direct 
sales to Australia of business equipment, trucks, trailers, buses, 
telecommunication equipment, electrical power equipment, and pollution 
control equipment. 


Due to its relatively high income status and the potential offered by 
its energy and mineral reserves, the Australian market for a wide 
range of U.S. goods and services is much larger than its population 
figures might suggest. U.S. exporters of all types of equipment lines 
would be well advised to investigate market possibilities in Australia 
more closely. 


# U. S. GOVERNMENT PRINTING OFFICE: 1980—311-056/277 
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